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Summary 

The Financial Services Action Plan (FSAP) is the European Union’s (EU) 
blueprint, approved by the European Parliament, to transform the 25 member 
countries’ financial markets into a single market. This planned European regulatory 
reform raises a number of regulatory issues for American firms operating in Europe. 
Partly because a significant part of U.S. and EU financial services transactions are 
conducted through European financial institutions on-site in the United States and 
American institutions on-site in Europe, the House Financial Services Committee has 
held a hearing on FSAP. Successful integration of EU financial services is expected 
to increase Europe’s economic growth. A European Commission study suggests that 
the resulting competitive and flexible markets would cause a 1.1% permanent 
increase in the European gross domestic product. More cost reduction should result 
when the Single European Payments Area (SEPA) is created. Upon completion in 
2010, this electronic payments system will allow individuals and corporations to 
make electronic payments throughout the Eurozone as efficiently and as safely as 
such payments are being made on the national level today. The European Parliament 
had scheduled a December 12, 2006, vote on the Payment Services Directive, but 
because of disagreements on regulatory issues, the vote was not taken. 

The FSAP sets out several “directives,” which call for national governments to 
adopt laws to regulate their financial services industries. In addition, member 
countries are expected to adopt related international standards like the international 
accounting standards and the Basel II capital accords for financial institutions. The 
directive on investments aims to establish a regulatory framework for securities that 
is expected to promote efficiency and transparency in this marketplace. However, 
the EU transparency requirements are very costly to American firms in Europe. 
Consequently, some in the U.S. securities industry warn that U.S. firms will 
withdraw from Europe if this directive is not changed. The directive was changed. 
The purpose of the conglomeration directive is to contain and supervise risks arising 
in cross-sector business groups containing securities firms, credit institutions, and 
insurance companies. 

As part of the FSAP, accounting standards are critical tools in enforcing 
supervisory control over financial services institutions. On January 1, 2005, all7,000 
EU-listed companies began following the International Accounting Standards Board 
accounting principles in drawing up their consolidated financial statements. The 
European Union has implemented Basel II at the same time it is implementing the 
Financial Services Action Plan. The accounting standards regulations were resolved 
in time for the EU’s January 1, 2005, deadline, but regulatory issues concerning 
Basel II remain on the national level. Despite these financial services firms’ 
lingering concerns about FSAP and Basel n, their regulators believe that higher rate 
of economic growth will more than pay for the cost of these reforms. Consequently, 
the EU is moving forward with these financial services reforms. 

This report will be updated as developments warrant. 
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Introduction 

The financial institutions of the United States and the financial institutions of 
member nations of the European Union (EU) have had a long history of providing 
financial services to their customers on both sides of the Atlantic. A significant part 
of this business (banking, insurance, and securities) is conducted through European 
financial institutions on site in the United States and American institutions on site in 
Europe. The regulation agreed to for governing foreign institutions hosted in Europe 
and the United States is called national treatment. National treatment mandates that 
the host country extend to foreign financial institutions the same regulations and 
supervision that they apply to their own institutions. The long-standing national 
treatment agreement is being changed with the European Union’s reform of its 
various national financial services regulatory and supervisory structures. The EU’s 
financial services reform now opens up the possibility that instead of U.S. financial 
services firms being hosted by 25 separate countries, they may have to deal with only 
one pan-European regulatory framework. At this stage, American authorities and 
financial services firms expect to share in the potential benefits the reform offers. On 
the other hand, they realize that the EU’s financial services reform could adversely 
affect U.S. financial services firms’ profitability in Europe. That was one reason the 
Financial Services Committee of the House of Representatives held a hearing on 
EU’s Financial Services Action Plan (FSAP) on May 22, 2002. 

The reform is being conducted through an overarching Financial Services 
Action Plan (FSAP). Under this blueprint, there are directives, which are the 
legislative proposals for regulating specific financial services, institutions, or 
business organization formats. The directives are to be adopted by each member 
country in the form of national laws. This report provides a brief examination of 
some of the regulatory issues surrounding the most important of the EU’s financial 
services directives from the EU and the U.S. perspectives, using the same basic 
format for each directive. The report also examines two new additional financial 
services standards — the International Accounting Standards and the Basel II Capital 
Accord — that are to be adopted in conjunction with the FSAP. 
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Background 

The European Union is in the process of transforming its 25 member countries’ 
financial markets into a single market through directives — laws to be adopted by 
member countries regulating financial services. Only the 15 existing member nations 
are voting on these directives; however, the 10 new members are expected to adopt 
these directives in time. The purpose of these directives is to make the European 
financial system more efficient by modernizing and providing greater uniformity for 
the member countries’ financial regulatory and supervisory regimes. This would 
enable them to operate as one, integrated, financial system. For example, the new 
framework would, among other things, assure regulatory equivalence in all member 
countries and allow one country’s financial institutions to operate in another’s 
marketplace as if they were based in that host country, with no additional layers of 
supervision. This new coordinated supervisory system would replace the divided and 
often anachronistic existing system. When implemented, the directives are expected 
to promote competition in financial services by removing barriers to intra-EU trade 
in financial services. At the same time, the new system is intended to ensure the 
safety and soundness of the overall EU financial system by protecting it from 
systemic risk. 

A successful European Union financial integration would have a significant 
impact on U.S. financial institutions operating in Europe and EU financial 
institutions operating in the United States. Considering only the banking industry, 
there were 34 U.S. banking organizations operating in the European Union, as of 
September 30, 2003, with aggregate assets of $747 billion. On the other side, there 
were 68 EU banking organizations with assets in their U.S. offices of $1 .8 trillion of 
which $937 billion were banking assets while $871 billion were nonbanking assets. 1 
Overall, the U.S. financial firms (banks, securities, insurance, and others) appear to 
view the EU financial integration efforts as a “win-win” for the European and world 
economies. U.S. financial firms, which are among the leading players in the global 
financial market, are expected to be major beneficiaries of EU integration. 

The integration of financial services regulations is expected to increase Europe’s 
economic growth. A study by the European Commission suggests that the resulting 
competitive and flexible markets would pool Europe-wide liquidity, which would 
benefit the equities and corporate bond markets. That alone is estimated to 
permanently reduce the costs of equity capital by 0.5 %, triggering a 0.5% increase 
in investment and employment, which would result in a 1.1% increase in European 
gross domestic product. 2 



1 Mark W. Olson, The European Union ’s Financial Services Action Plan, Testimony Before 
the Committee on Financial Services, U.S. House of Representatives May 22, 2002, p. 1. 
[http://www.federalreserve.gov/boarddocs/testimony/2002/20020522/default.htm]. Data 
updated by the Federal Reserve Board. Since some of the nonbank entities file on an 
annual basis, the nonbank financial data are the most recent available since December 
31,2002. 

2 European Commission, “Proposal for Directive on investment services and regulated 
markets — frequently asked questions,” EU Institutions Press Releases, IP/02/1706, 
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